PAID-UP 

OIL & GAS LEASE 1246302-000 

Lease No. 

7/06- NY 1 ~ 

<$ 

This Lease, made this / / day of 3V. w k ^ -f . 200% by and between Duke Markham, a single man, whose address is 90 Kattetville 
Road, Binghamton, New York 13091, hereinafter collectively called "Lessor", and CHESAPEAKE APPALACHIA, LL.C, an Oklahoma limited liability company 
P C) Box 6070, Charleston, WV 25362-0070, Lwreinafter called "Lessee" 

WITNESSETH, that for and in consideration of One Dollar ($ 1 .00) and other good and valuable consideration, the receipt and sufficiency of which is hereby 
acknowledged, and of the mutual covenants and agreements hereinafter set forth, the Lessor and Lessee agree as follows: 

LEASING CLAUSE, Lessor hereby leases exclusively to Lessee all the oil and gas including, but not limited to coal seam gas, coalbed methane gas, coalbed gas, 
methane gas, gob gas, occluded irwthar^natural gas and all associated 
prodiK^origmatmgwrthmanyfbnnat^ 

non-hydrocarbon, urKkrrying the land herein leased, together with such exclusive rights as may be necessary or convenient for lessee, at its election, to explore for, develop, 
produce, measure, and market production from the Leasehold, and from adjoining lands, using methods and techniques which are not restricted to current technology, including 
the right to conduct geophysical and other exploratory tests; to drill, maintain, operate, cease to operate, plug, abandon, and remove wells; to use or install roads, electric power 
and telephone facilities, and to construct pipelines with appurtenant facilities, including data acquisition, compression and collection facilities for use in the production and 
transportation of products from the Leasehold or from neighboring lands across the Leasehold, to use oil, gas, and non-domestic water sources, free of cost, to store gas of any 
kind underground, regardless of the source thereof, including the injecting of gas therein and removing the same therefrom; to protect stored gas; to operate, maintain, repair and 
remove material and equipment. 

DESCRIPTION. The Leasehold is located in the Town of Locke, in the County of Cayuga, the State of New York, and described as follows: 

Tax Map No. 251-1-14^ 

and is bounded formeriy or currently as follows: 

On the North by lands of: T. & S. Cortright; 
On the East by lands of: Hanlon Cotton; 

On the South by lands of: Marc Pernio; Debra J. Perosio; Gutcbess Timber Lands Inc.; 
On the West by lands of: Tucker Hill Road; 

including lands acquired from John Kowal by virtue of deed dated 1 1/1 1/2002, and recorded in Book 1 1 16 Page 2 19, and described for the purposes of this agreement 
as containing a total of 24.23 leasehold acres, whether actually more or less, and including contiguous lands owned by Lessor This Lease also covers and includes, in 
addition to that above described, all land, if any, contiguous or adjacent to or adjoining the land above described and (a) owned or claimed by Lessor, by limitation, prescription, 
possession, reversion or uiirecordcd instrument or (b) as to which Lessor has a preference right of acquisition. Lessor agrees to execute any supplemental instrument requested 
by Lessee for a more complete or accurate description of said land. 

LEASE TERM- This Lease shall remain in force for a primary term of five (5)years from 12:00 AM. if l\ j J^Q£ V ( effective dafct to 1 1:59 P.M. 
JjLt/ J 1 ^ (last day of primary term) and shall continue beyond the primary term as to the entirety of the leasehold if any of the following is 

(i) operations are conducted on the Leasehold or lands pooted/unitized therewith in search of oil, gas, or their constituents, or 

(ii) a well deemed by the Lessee to be capable of production is located on the leasehold or lands pooteoAmitized therewith, or 

(iii) oil or gas, or their constituents, are produced from the Leasehold or lands pooted/unitized therewith, or 

(iv) the Leasehold or lands pooted/unitized therewith is used for the underground storage of gas, or for the protection of stored gas, or 

(v) prescribed payments are made. 

If Lessees operations are delayed or interrupted as a resuh of any coal mining or coal related operations under any existing and effective coal lease, such delay will 
automatically extend the primary term of this oil and gas lease for a period of time equal to any delay or interruption. 

If mere is any dispute concerning the exteiiskmofthisUase beyond* pro 
the Lessor of the prescribed payments provided below shall be conclusive evidence that the Lease has been extended beyond the primary term. 

EXTENSION OF PRIMARY TERM, lessee has me option to exteixl the r^rr^ term of mis 
die primary term of this Lease; said extension to be under the same terms and conditions as contained in this Lease. Lessee may exercise mis option to extend this Lease if on or 
before tte expiration date of the pr^ consideration given for the 

execution hereof. Exercise of this option is at Lessee's sole discretion and may be invoked by Lessee where no other alternative of the Lease Term clause extends this Lease 
beyond the primary term. 

NO AUTOMATIC TERMINATION OR FORFEITURE. 

(A) CONSTRUCTION OF LEASE: The language of this Lease (including, but not limited to, the Lease Term and Extension of Term clauses) shall never be read as 
language of special limitation. This Lease shall be construed against termination, forfeiture, cancellation or expiration and in favor of giving effect to the amtinuation of this 
I .ease where the circumstances exist to maintain this Lease in effect under any of the alternative mechanisms set forth above. In connection therewith, (i) a well shall be deemed 
to be capable of production if ithasthecarjacity toprodurearxofi^^ 

market, and (n) the Lessee shall be deemed to be ©ondiictingci>eratiCTO in search 
wcric incl!ia^ but iiot limited to, activh^ to 

or repair a well or equipment on the Leasehold or any lands pooledAmitized therewith (such activities shall include, but not be limited to, performing any preliminary or 
preparatory work necessary for drilling, conducting internal technical analysis to initiate anoVor fnrtber develop a well, obtaining permits and approvals assoaated thercwnhaiid 
may include reasonable gaps in activities provided that there is a continuum of activities showing a good faith effort to develop a well or that the cessation or interruption of 
activities was beyond the control of Lessee, including interruptions caused by the acts of third parties over whom Lessee has no control or regulatory delays associated with anv 
approval process required for conducting such activities). 

(B) LIMITATION OF FORFEITURE: This Lease shall never be subject to a civil action or proceodiag to enforce a claim of termination, cancellation, exwration or 
forfeiture due to any action or inaction by the Lessee, including, but not limited to making any prescribed payments aiithorraed under the terms of this Lease, unless the Lessee 
has received written notice of Lessor's demand and thereafter fails or refuses to satisfy or proviofe justification responding to Lessor's demand within 60 days from the receipt of 
such notice. IfUsseetin^lyresponos to Ussor's demand, but in good faith disagrees with lessor's position and sets fbrtt the 

to satisfy this provision, this Ixase shall continue in full force and effect and no further damages (or other claims for relief) will accrue in Lessor's favor during the pendency of 
the dispute, other than claims for payments that may be due under the terms of this Lease 

PAYMENTS TO LESSOR, In addition to the cxmusr^ by 
ownership, as follows: r 

(A) DELAY RENTAL: To pay Lessor as Delay Rental, after the first year, at the rate of five dollars ($5 00) per net acre per year payable in advance The parties 

%?££t T b Jt P !?*" lJp I LeMe Wi ? ■ J h "^ er P eUy R " t " 1 tld/0r ***** lm P*y««to «*« *o Lessor daring the pri-ary term hereof. 

(B) ROYALTY: To pay Lessor as Royalty, less all taxes, assessments, and adjustments on production from the Leasehold, as follows 



production from me Leasehold, as follows: 
^ * OI T : To ddlver to the CTtd,t of free of cost, a Royalty of the equal one-eighth (1/8) part of all oil and any constituents thereof produced and 
marketed from the Leasehold. 

^ ^ _ , }■ GAS: To pay Ussor an amount equal to 

from the Leasehokl less the cost to transport, treat and process the gas and any losses in volumes to point of measurement that determines the revenue realized by Lessee 
Lessee may withhold Royalty payment until such time as the total withheld exceeds fifty dollars ($50.00) 

(C) DELAY IN MARKETING: In the event mat Lessee drills a well on the Leasehold or lands potried/unrazed therewith that Lessee deems to be capable of 
pr^uction,r^aV>esrKX market producibfe 

and until such time as rr*rketmg is established (or Ussee surrenders the Lease) a Delay m Marketing payment equal in amount and frequency to the annual Delay Rental 
payment, and this Lease shall remain in full force and effect to the same extent as payment of Royalty. 

.. ^ i 1 *^" 1 !* J" prediction of oil, gas, or their constituents, is interrupted and not marketed for a period of six months, and there is no producing 

well on the Ua^ or lands r* 

the annual Delay Rental payment until such time as rxoduction is reestablished (or Lessee surrenders the Lease) and this Lease shall remain in full force and effect During 
shalt ha r : * e to rework ' stimulate, or deepen any well on the Leasehokl or to drill a new well on the Leasehold m an effort to reestablish r^uctioZ 
wr^ from an original producing formation or from a different formation, to the evert o«t the production fr^ 
period of less than Sl x months, this Lease shall remain in foil force and effect without payment of Royatty or Shut-in Royalty 

(E) DAMAGES: Lessee will remove imnecessary equipment and materials and reclaim all disturbed lands at the completion of activities, and lessee agrees to repair 
any damaged improvements to the land and pay for the loss of crops or marketable timber. ^ ^ 

(F) MANNER OF PAYMENT Ussee shall make or tester aU payr^^ 

W ?I_ < T y pey ^ ncat P<^mg notification by Lessor of a change in address Payment may be tendered by inaUc+iuiycomparabte method <e.^ 

(G) CHANGE IN LAND OWNERSHIP: l^staUMtebo^bJi^c^mfeS^iprf^ 



Lessee may reasonably require. Pending the receipt of documentation, Lessee may elect either to continue to make or withhold payments as if such a change had not occurred 
mu-J. )Tn Y : If L f ssec , r f ce L ives that Lessor does not have titie to all or any part of the rights herein leased, Lessee may immedHitely withhold payments that 

would be otherwise due and payable hereunder to Lessor until the adverse claim is fully resolved. 

lawful^ean^ X * SC ^ ; Uasee Sha " entWcd 10 ^ ^ debtor ' interest 80(1 costs > ^ deduct™ &om any future payments to Ixssor or by any other 

^CHARACTERIZATION OF PAYMENTS: Payments set forth herein are covenants, not spec*! limitations, regardless of the manner in which these payments 
may be invoked. Any fiulure on the part of the Lessee to timely or otherwise properly tender payment can never result in an automatic termination, exp.ratioti, cancellation, or 
r f!u Ur ?u° ?" S LesSOr rcco « nizes md "^owiedges that oil and gas lease payments, in the form of rental, bonus and royalty, can vary depending on multiple factors 
Tn ^i^f,!!^^^ ^f** fmth ne « odations Lessor hereby agrees that the payment terms, as set forth herein, and any bonus payments paid to Lessor^nstrtute 
full consideration for the Leasehold. Lessor further agrees that siichi»ay^ 

payments, seek tM^^idcr^jx register any complaint based upon of any differing terms which Lessee has or will negotiate with any other lessor/oil and gas owner 
(K) PAYMENT REDUCTIONS: If Lessor owns a lesser interest in the oil or gas than the entire undivided fee simple estate, then the rentals (except for Delay 
Rental payments as set forth above), royalties and shut-in royalties hereunder shall be paid to Lessor only in the proportion which Lessor's interest bears to the whole and 
undivided fee. 

UNITIZATION AND PQQLJNQ. Lessor grants Lessee the right to pool unitize, or combine all or parts of the Leasehold with other lands, whether contiguous or not 
contiguous, leased or unleased, whether owned by Lessee or by others, at a time before or after drilling to create drilling or production units either by contract right o7pursuant to 
governmental authorization. Pooling or unitizing in one or more instances shall not exhaust lessee's poolmg and unitizing rights hereunder, and Lessee is granted the right to 
change the size, shape, and conditions of operation or payment of any unit created Lessor agrees to accept and receiveout of tte products or revenue reaUz^ 
production of such unit, such proportional share oftlieRoyahy from o^imft well as to 

umt O*erwise,astoanypartofthe unit drilling, operations in preparation for drilling, production, or shut-in production from the unit, or payment of Royalty, Shut-in Royalty 
Delay in Marketing payment or Delay Rental attributable to any part of the unit (including non-Leasehold land) shall have the same effect upon the terms of this Lease as if a well 
were located on, or the subject activity attributable to, the Leasehold. In the event of conflk* or incoreist^ 

property tax asse^rnent calculation of the lands covered by the Lease, I>essee may, at its option, rely oti the latter as being determinative for the purposes of this paragraph 
FACILITIES, Lessee shall not drill a well within 200 feet of any structure located on the Leasehold without Lessor's written consent. Lessor shall miterect lay 
building or structure, or plant any trees within 200 feet of a well or within 25 feet of a pipeline without Lessee's written consent. Lessor shall not improve modify degrade, or 
restrict roads and facilities built by Lessee without Lessee's written consent ' y ' « 

CQNV^I^IONTOSTORAqE, Lessee is hereby granted the right to convert the leasehold or lands pooledAinitizcd therewith to gas storage. At the time of 
conversion, Lessee shall pay Lessor's proportionate part for the estimated recoverable gas remaining m any well drilled pursuant to this Lease using methods of calculating ms 
reserves as are generally accepted by the natural gas industry and, in the event that all wells on the Leasehold and/or lands pooled/unitized therewith have r^rrnanc7n\ceascd 
production, ^Lessor shall be paid a Conversion to Storage payimrt to an amoim 

is/are used for gas^ge or for p ^ 

^nlT^^ ^^Z^t ^ " "".^ J"*™'* under « round stora « e of g«, or for the protection of stored gas will extend this Lease beyond the 
primary term as to all rights granted by this Lease, including but not limned to production rights, regardless of whether the production and storage rights are owned together or 
separately. 

. TTri^ AyiNT^F^rfi Lessor hereby warrants generally and agrees to defend title to the leasehold and covenants that Lessee shall have quiet enjoyment 

hereunder and shall have benefit of the doctrine of after acquired title Should any person having title to the Leasehold fail to execute tilts Lease; the Lease shall nevertheless be 
binding upon all persons who do execute it as Lessor. 

, ■ LEA SE DEVELOPMENT There b no implied covenant to develop or market within the primary term or any extension of term of this Lease There is no covenant 
Z^^T^i \ Ceitain tUne ftamC ' «"* ^ ^ no Leasehold forfeiture, termination, expiration or cancellation for failure to comply with the implied 
covenant to ^produce to™**** herein, including, but not limited to, the prescribed payments, constitute full compensation for the privileges herein granted 

COVENANTS . This Lease and ite expressed or tmplied covenants shall not be subject to terminatioa, forfeiture of rights, or damages due to failure to comply with 
obngahons?,^ 

R1QHT OF FIRST REFUSAL. Ifat any time wimm the prmiaryte^^ 
^ SW ' K^™********* (Top covering all or part of the Leasehoid, Lessee shall have the continuing option by meeting any such offer to acquhe a Top Lease 

on equivalent terms and conditions. Any offer must be in writing and must set forth the proposed Lessee's name, bonus consideration and royalty consnieration to be paid for 
such Top I^ase, and include a copy of the lease form to be utilized reflecting all pertinent and relevant terms and conditions of the Top Lease Lessee shall have fifteen ( 1 5) dZ 

^Z^hT ^^J^!^ ^ SU ? ° ffCr * LKSOr in Writmg ° f ^ ekctk)0 » enter mto an oil and gas lease with Lessor on equivalent terms and 

commons. If Le^fc^^ 

offer. Any Top Lease granted by Lessor in violation of this provision shall be null and void. rigm io accept saw 

. TITRATION , In the event of a disagreement between Lessor and Lessee concerning this Lease, performance thereunder, or damages caused by Lessee's 

^ T?T° f _ u. 1 !? u d,SpUteS ShaU dctermincd * »rt>*nitk*i in accordance with the rules of the Amencan Arbitration Association All fees and costs 

associated with the arbitration shall be borne equally by Lessor and lessee 

ENTjRE CONTRACT The entire agreement between Lessor and Lessee is embodied herein No oral warranties, representations, or promises have been made or 
relied upon by either party as an inducement to or modification of this I^ase 



i ^ --■ ■ "I any time, and from thro to ti thisl^easeastoalloranypartofthe I-easehoWbyrecor^ 

Lease and thereupon this Lra and to nghts and obligations of the parties hereunder, shall terminate as to the part so surrendered; provided, however, that upon each surrender 

7ul7<£T rc8SOnable ^ COnVCn,e^, C8SCmCntS f ° r ^ ^ pipe!,nCS ' ™^ ™> fac^T SbS 

SUCCggSQfiS . All rights, duties, and liabilrties herein benefit and bind lessor and lessee and their heirs, successors, and assigns 

FORCE MAJEU R E - When drilluig, reworking, production or other operations hereunder, or Lessee's fulfillment of its obligations hereunder are prevented or 
fT "iZ' n ** aXtons or ^ or * inabi,it y to obta,n necess4r y 1*™"*' equipment, services, matenal, water, electricity, fuel, access or easements, or by 
fire, flood, adverse weather conditions, war, sabotage, rebellion, insurrection, riot, strike or tabor disputes, or by inabflny toobtamasafefk^in^ibr pnSToTf^ 
of purchasers or earners to take or transport such production, or by any other cause not reasonably within Lessee s control, this Lease shall not terminate because of such 
piwetrtion or delay, and at Lessee's option, the period of such prevention or delay shall be added to the term hereof Lessee shall not be liable for breach of any provisions or 
implied covenants of this Lease when drilling, production or other operations are so prevented or delayed. oreacn oi any provisions or 



. . a^S^^FS 1 l f ^ P f ° visk>n of Lease is held invalid or unenforceable by any court of competent jurisdiction, the other provisions of this Agreement will 

remain in full force and effect Any provision of this Agreement held invalid or unenforceable only ,n part or degree will remain in full force and effect to the extent not held 
invalid or unenforceable. 

. _ C g^^ A ftTS This I^ase may be executed in one or more counterparts, each of which will be deemed to be an original copy of this Lease and all of which, 
when taken together, will be deemed to constitute one and the same agreement. ^ y ' 



. J"^if ASE BECOMES FORFEITED, TERMINATED, OR EXPIRES, THE LESSEE, OR IF THE LEASE HAS BEEN 
ASSIGNED, THE ASSIGNEE IS REQUIRED TO PROVIDE A DOCUMENT CANCELING THE LEASE AS OF THE RECORD 
AT NO COST TO THE CURRENT LANDOWNER. IF THE LESSEE OR ASSIGNEE FAILS TO CANCEL THE LEASE, THE 
CURRENT LANDOWNER MAY COMPEL A CANCELLATION PURSUANT TO SECTION 15-304 OF THE GENERAL 
OBLIGATION LAW. 



THIS IS A LEASE OF OIL AND GAS RIGHTS, NOT A SALE, CONTAINING TERMS THAT MAY BE NEGOTIATED BY 
™ V J?* MGHT T ° CANCEL ™S LEASE WITHIN THREE BUSINESS DAYS AFTER EXECUTION OF 

THE LEASE BY NOTIFYING THE LESSEE THAT YOU HAVE CANCELED THIS CONTRACT. IN ORDER TO CANCEL 
THIS LEASE, YOU MUST EXECUTE A NOTICE OF CANCELLATION IN THE FORM PROVIDED BE^w/mA^^ TO 
^L^f^^l^ 6 ^^ ALL AMOUNTS PAID TO YOU BY THE LESSEE WITHIN THE THREE-DAY 
<^CELLATION PERIOD. THE MAILING MUST BE POSTMARKED WITHIN THE THREE-DAY CANCELLATION 
PERIOD TO BE EFFECTIVE. 



BK I 3 1+ 6 PG 2 L> 



NOTICE OF rANrffUATION 



I/WE HEREBY CANCEL THIS LEASE. 

DATED: 

SIGNATURES): 



THE PERSON PRESENTING THIS LEASE TO YOU IS [X] NOT [ j A MEMBER OF THE AMERICAN ASSOCIATION OF 
PROFESSIONAL LANDMEN AND THEREFORE IS JX | IS NOT [ ] SUBJECT TO A CODE OF CONDUCT. IF THE PERSON 
PRESENTING THIS LEASE TO YOU IS SUBJECT TO A CODE OF CONDUCT, A COPY OF THE CODE OF CONDUCT 
MUST BE PRESENTED TO YOU WITH THIS LEASE. IF APPLICABLE, THE CODE OF CONDUCT PROVIDES A DISPUTE 
RESOLUTION MECHANISM FOR ANY DISPUTE THAT YOU MAY HAVE REGARDING THE MANNER BY WHICH THIS 
LEASE WAS PRESENTED TO YOU. D7 YOU HAVE ANY SUCH DISPUTE, YOU MAY INVOKE THE DISPUTE 
RESOLUTION MECHANISM OF THE CODE OF CONDUCT BY CONTACTING THE PERSON OR PERSONS 
DESIGNATED IN THE CODE OF CONDUCT. THE FAILURE OF THE LESSEE TO PAY ANY ROYALTIES TO YOU AS 
REQUIRED UNDER THE TERMS OF THE LEASE FOR A PERIOD OF FOUR CONSECUTIVE MONTHS OR MORE SHALL 
BE A DEFAULT UNLESS OTHERWISE PROVIDED BY LAW, AND WILL RESULT IN CANCELLATION OF THE LEASE 
APPUCABLE TO THE TARGET FORMATION OF THE WELL WITHIN THE SPACING UNIT, FOLLOWING WRITTEN 
NOTIFICATION TO THE LESSEE OF YOUR INTENT TO CANCEL AND SIXTY DAYS FOR THE LESSEE TO CURE THE 
DEFAULT. D7 THE LESSEE HAS A BONA FIDE DISPUTE REGARDING THE GROUNDS FOR CANCELLATION, SUCH 
DISPUTE AND THE REASONS THEREFOR MUST BE PROVIDED TO YOU IN WRITING OR THE DEFAULT MUST BE 
CURED WITHIN SUCH SIXTY-DAY PERIOD. OTHERWISE THE LEASE SHALL BE CANCELED. 

IN WITNESS WHEREOF, Lessor hereunto sets hand and seal. 

Subscribing Witaiss ^-^^ ^"/tV < Seal ) (\lJ?0_ ^ Date of Execution > H . 

Darren W. Cofer ' Dake Markham 

Subscribing Witness (Seal) Date of Execution 



Subscribing Witness (Seal) Date of Execution . 

Subscribing Witness (Seal) Date of Execution 

Document prepared by: Chesapeake Appabchia, L.L.C., P.O. Box 6070, Charleston, West Virginia 25362-0070 

ACKNOWLEDGEMENT OF SUBSCRIBING WITNESS 

State of New York: 

County of doytfj^ = 

On ^T^nu^rtj /V/ <QOOR before me, the undersigned, a Notary Public in and for said State, personally appeared Darren W. Cofer, the 

subscribing witness to the foregoing instrument, with whom \ am personalty acquainted, who, being by me duty sworn, did depose and say that he/she/they resides) in Raleigh 
Mississippi; that be/she/they know(s) Duke Markham , a single man to be the individuals) described in and who executed the foregoing instrument; that said 
subscribing witness was present and saw said Duke Markham, a single man execute the same; and that said witness at the same time subscribed his/her/their namcs(s) as a 

witness thereto. , > 

My commission expires 

Name / Notary Public ( print) /V) ~F~r~a "X?y _5 Commission Expires 4/13/^3^ 



ACKNOWLEDGEMENT 



State* 



County of : 

On before me, the undersigned, a Notary Public in and for said State, personalty appeared 

, personalty known to me or proved to 

me on the basis of satisfactory evidence to be the individuals) whose name(s) is (are) subscribed to the within instrument and acknowledged to ine that he/sbe/tttey executed the 
same in his/her/their capacity(iesX and mat by his/her/their signatures) on the instrument, the individuals), or the person upon behalf of which the individuals) acted, executed 
the instrument. 

My commission expires 

Signature /Notary Public 



Name / Notary Public (print) . 



Recorder: Return to Mason Dixon Energy, Inc., 101 Cambridge Place, Bridgeport, WV 26330. 
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